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SUCCESSION PLANNING:

THE GOOD,
THE BAD AND

THE UGLY [

twonld be grear 1f nething ever went wring in business and all

plansjust fell into place, but life fsnt like that, even in fairy lales

Most businesses an likely o encounter unexpected surprises that
Impact upon success hecsuse so many factors contribute 10 business
performance, many uncontrollabie. Understanding these continually
changing factors is crueial, as is anticipating the possibilites and
mutigating their effects wherever possible,

By 1akang a look at whos doing it well and who has skipped over
the hasics in the suecession planning manual, SMEs can leaen some
important lessons and tips 10 help plan effectively for the future

THE GOOD
By looking at the ease ar which top performing David Jones CEO Mark
Melnnes was succeeded by Paul Zahra when Melnnes fell from grace
recently, one can sec syccession planning operating smoothly ar the
top evel of an organisation. McInnes was our on the Friday.and it was
business as usual by Monday
The David Jenes board did not hesitate at choosing insider Zahra
in favour of spurcing an outsider o replace the departing talent, While
[ravid Jores did not envisage that there would be a need to exit the
young CEC for sume time. they were fully prepared with a deliberate
succession strategy in the event of the unexpected. There are never =i
any guarantees, and Zahri still mustbe proven as the right choice for
the wp job, but the point is that he’s been groomed for more than 12
years 1o fulfil the task.
Lessons that can be learned;
® Be fully prepared with a deliberate succession plan for when even
the unexpected happens,
®  Think about who the most likely candidates to take over and buy
the businiess might be. Often the most suitable candidates are
people already known to the business. They may be internal, such
s co-owners or staff, or external competitors or suppliers. Are
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there special attributes or
aualifications that potential
new owners must have? This
may nclude legal, financial,
licensing or educational
factors, Identifying candiclates
for succession early allows
plenty of time for the
necessary traimng and
persenal preparation so the
successor is reacly 1o step up
when the time comes
[dentiby and communicare
openly with those that

will eventually stép up 1o

fill 2 maragement rolein

the organisation. Thisis
imponant because tos oflen
m business; insuflicien
thought 15 put inte who will
step up to fll management
mwles Assumptions are

made without consulmtion
or discussicn with the
individuals concernid,
Eividing a busingss'in a
family situation, for example,
can be ong of the hardest
decisions of all. particularly
if the main agset held is the-
husiness and there is one or
more compeing childeen
hoping toeventually ke
control, [Fhusiness continuity
and an amicable outcome
with maintained relationships
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feedback and acceptance from the main
stakeholders. Failure 1o do thiscan
mean disaster, linancial dissppoinumen
andl relanonship breakdown forall
interested parties;

®  Engure the successor is (rained, prepared
ard groomied over time tostep sioothly
into the role. Seting up a business with
systemisand processes will enable new
peaple to'leamn the operations of the
business, instead of & businessin which
the awner holds all the client, supplier,

operational and procedusal information
i his or her head,

&& while David Jones didn't
envisage there'd be a need to exit
the young CEO for some time,
they were fully prepared with a
deliberate succession strategy”

® A business must understand that it s
vulnerable 1o deception and frud. This
can have a devastating elfect on bosiness
value, particularly if the business is small,
Developing an awareness of how fraud
and other serious issues, such as sexual
harassment, could Impact the business
can save a ot of stess in the future, A
busingss owner should know hiz ot her
business and emplovees and have sound

pelicies and procedures in place o swiftly

deal with the most commons preblems
thiat could be encountered.

THE BAD
Fhe recent sudden death of Queensland
buzsiressman Ken Talbor, along with the
entire board of Sundance Resources ina
plane crash whilst on 2 mining exploration
trigr 1o the Congo, reminds usof why there i
the nieed for formal suecession pl
While the Talbior Graup chaioman, Don
Missen. is-a likely candidate 1o Bl Talbots
shoes; nosuccession plan exists, and the
decigion will ultimately be made by Talboi's

'.'.1|.:'IR

grieving wile; a-tough call by anyones
standards: Uniil that decision is made, the
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sizeable privately-owned Talbot Empire,

which has estimated worth of £9635 million,

remains in limbo, along with the fae of
several other Australian-companies with
which Talbor was associated

Lessons that can be learned:

® Someof the brightest businesses' futures
hiave been-annihilated by unexpected
events that could have been overcome
with somie prior thought and planning
Planmimg forall the positives is-a good
idea, but overlooking the potential
problems that may be faced s realistic
It is tmportant to understand that not
everything will go-the way it was intended
17, because that realisationallows the
oppartunity 1o plan o mitigate potential
fssties and create & more certain future
Death and disability are the two most
commonly underestimated life events by
business owners. 115 important o prepate
for all passibilities, even those that scem
increchibly unlikely:

8 Past management styles have kept the
details of the sutcession plan for the
organisation secrel, however this is
ne lenger thought to be relevant or
appropriate, Cpen comimunication
about succession with all affected
pertits is important.

® Don't gssume that family members want
te step in to take control of the business.
or will be in a capaeity to do so and
don't assume [amily ties solidily business
relationiships. Family members in business
often muke verbal agreements because
they share a presumed relationship of
rust; Many business ownees have fallen
on hard vimes because they believed their
refationshup with ‘other parties ensured
the-agreement would be honoured in
the manner intended. The problem with
verbal agrecments wsed in busingss s
thir circumstances can changg: peoples
recollections become distorted over time
and misunderstanding results not only
in relationship breakdown, but alsd in
buisiness breakdown. The resulis can
be devastating,

B Anestate plan i not @ succession plan.
Some business dwmers think it is sufficient

to ke provisien ina will 1o arrange
the succession plan and see it 4s simply
& matter of appointing someone 1o take
up ownership afier death, There ¢in be
# ot of confusion about which assets can
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actually be passed on via an estate: Assel
ownership is not always straightforward
becauze of the structure of dumership:
For example, dssets held viaa family
Lrese ?QL||]I3I'£':!I[]I_’LI]!L!|'. |L1r|l| ar 1_'|'l|'|'!'|')i’],1'|_'.',
or assers thian are held jointly, rather than
astenamsin common, will be deal with
chfferently trom other assets and many 1ol
form part of the estdte for division among
beneficiaries
& An imponant aspect of nunning o business
510 ensure 1t remainG operdtional
and functonal, even when the ewner
i=m't personally able 10 do so. Cine
often forgotten area is the provision
ol authority for someane o act on the
business ownershehall 1o sign chegues
and make financlal or other decisions
‘when the owner is unable to. There are
several wypes of Powers ol Attorney that
will enable a trusted person 1o act on
thie énrner’s behalf, Powers of Atlorney
may be limited (o specitic tasks or can be

kk Some of the brightest businesses’
futures have been annihilated by
unexpected events that could have been
overcome with some prior planning”

extended 1o encompass a wide range ol
areas; The normal Power ol Attorney wall
only remawy in forceswhile the owner bas
the memal capacity w understand the
suthority that has been provided. For this
reason, the Enduring Power of Atdrney s
Frequently thought to be more appropriate
hecause it comes mro play when the
siuation 15 must chstraught, for example,
L‘!ll'l'“'l‘\: ARCENSEIDNENess or mental

illress, Youean imagine the impact of the
business being unable to draw payment
lor materals, stall wages and meer other
vital expenses, and hiow this coald farher
il on persanal and Eumily

Il!li[['l{'::ll SECLIMEY

THE UGLY

The recen 1mernal Government charge
from Rucld 10 Gillard was an interesting
case of g rather vgly succession. While the
succession ftselfwas relaived
involved a well-prepared successor and was
well commumeated to staleeholders (the
publicof Australia) s alsean example of

smooth;

needing to carelully protect omes self as a business pwner, Imagine the
Labar party asa business and Rudd as the ‘owner' of that business and
the potential dangers of not having a carefully structured succession
plan 10 protect the interests of the coner become clear: In a business
sitgation, for example. 11 15 a possibility thar shareholders can

outnumber the main ewner and petentially overrule thelr decisions

and terove them from their position:
Liessans that can be learned:
Ensuze the suecesswon plan it ser up o enable the owmer or owners
o miaintan witimate control through most clrcumstances
Understand that conflictwithinea business can ohen lead 1o
operational problems that will eause o downtum in the business,
thugsaffeciing the business valueand eventual sale price

® As longas theowner/s nizintain ulimate cantrol, the passibility
of using & beard 1o assist in dillicul decisions shouldn't be
overlooked, This canallow 3 business cwner to draw upon
experience not currently available in the business and provide
srmis-lenigth imparcizhty, farngss and a depeh and accountahility
10 siiression that is not achievable selo) Many SMEs think that
their size presents them from having a board, bur this isat the
case an all. Even very small businesses can benéfit from havinga
rinini biard' to-etisure-some-degree of perspective when it comes to
ruking business decisions, especially surrounding what can be the
eriotionally charged subject of succession planning issoes.

® Ny business dwners may net have enough time 1o learn from
persanal mistakis and recover sulficiently to realise suceess, so its
important 10 take the opporunity to leam feom othérs and bécome
& positive siceession |_1|:1r1|1'_:|_u| simstic. The cases demonsteated
here esich provide some insight into the broad rangs of isstigs thit
need to covered off ina succession plan toensure that the business
is-not open o potential situations that could bring undone
a liferime of work: Few realise thar a business with a formal
succession plan actually becomes miore valuable, D8

ch Rifey s author af the firsr collection of Austradian case studivson

e r, Yinrr Brisiness Sucee
i plannang, Yo Bisiness Su
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